
CAMEL RATING IN BANKING

The CELS ratings or Camels rating is a supervisory rating system originally developed in the U.S. to classify a bank's
overall condition. It is applied to every bank.

A 4 rating may be appropriate for a credit union that does not have sufficient capital based on its capital level
compared with the risks present in its operations. Morgan, D. The strategic plan should identify risks within
the organization and outline methods to mitigate concerns. Asset quality ratings of 4 and 5 represent
increasingly severe asset quality problems. Ratings[ edit ] Earnings rated 1 are currently, and are projected to
be, sufficient to fully provide for loss absorption and capital formation with due consideration to asset quality,
growth, and trends in earnings. Reports should be issued to management for comment and action and
forwarded to the board of directors with management's response. Banks with scores greater than three are
considered to be less-than-satisfactory institutions. Sensitivity â€” sensitivity to market risk, especially interest
rate risk[ edit ] Sensitivity to 'market risk', the "S" in CAMELS is a complex and evolving measurement area.
These supervisory ratings are assigned at the end of exams and are directly disclosed only to senior bank
management and to the appropriate supervisory personnel. Key Takeaways CAMELS is an international rating
system used by regulatory banking authorities to rate financial institutions, according to the six factors
represented by its acronym. Liquidity may be insufficient to meet anticipated operational needs, necessitating
unplanned borrowing. Liquidity contingency plans have been established and are expected to be effective in
meeting unanticipated funding needs. The Capital Adequacy Rating After carefully considering the factors
noted above, the examiner will assign a rating to capital adequacy ranging from 1 strong to 5 critically
deficient. In appraising ALM, attention should be directed to the credit union's liability funding costs relative
to its yield on assets and its market environment. Banks and credit unions in this group resist external
economic and financial disturbances and withstand the unexpected actions of business conditions more ably
than banks and credit unions with a lower composite rating. Ratings[ edit ] A rating of 1 indicates that the
credit union exhibits only modest exposure to balance sheet risk. Credit unions experiencing consistent losses
should be rated 5 in Earnings. Also, there should be no significant asset quality problems, earnings
deficiencies, or exposure to interest-rate risk that could affect the credit union's ability to maintain capital
levels at least at the "adequately capitalized" net worth category. Such institutions give no cause for
supervisory concern. Focusing specifically on CAMEL ratings, Berger and Davies use event study
methodology to examine the behavior of BHC stock prices in the eight-week period following an exam of its
lead bank. As part of the strategic planning process, credit unions should develop business plans for the next
one or two years. These institutional loans are their assets, and the companies assess the risk involved in such
investments to assure superior asset quality and investment decision. Treasury, the Federal Financing Bank
and individual banks to replenish the fund on a temporary basis. Examiners review a interest rate risk
sensitivity and exposure; b reliance on short-term, volatile sources of funds, including any undue reliance on
borrowings; c availability of assets readily convertible into cash; and d technical competence relative to ALM,
including the management of interest rate risk, cash flow, and liquidity, with a particular emphasis on assuring
that the potential for loss in the activities is not excessive relative to its capital. Rating 5 indicates that the
credit union's viability has deteriorated due to the corrosive effect of its asset problems on its earnings and
level of capital. Rating 3[ edit ] Represents performance that is flawed to some degree and is of supervisory
concern. This information may reach the public in several ways, such as through bank financial statements
made after a downgrade. ALM covers both interest rate and liquidity risks and also encompasses strategic and
reputation risks. To get a high capital adequacy rating, institutions must also comply with interest and
dividend rules and practices. For community banks, the asset quality rating is critical because of the size of the
loan portfolio at small banks. Appropriate policies and procedures for avoidance of conflicts of interest and
management of potential conflicts of interest should be in place.


